exchange rate. The real exchange rate is the relative price of the goods of two countries.
That is, the real exchange rate tells us the rate at which we can trade the goods and services of one country for the goods and services of another country. We can see the relation between the real and nominal exchange rates, with consideration that many counties produced single goods. Suppose a European good costs 1000 Euros and similar Macedonian good costs 120.000 denars. To compare the prices of the two goods, we must convert them into a common currency. If a euro is worth 60 denars, then the European good costs 60.000 denars.
Comparing the price of the European good (60.000 denars) and the price of the Macedonian good (120.000 denars), we conclude that the European good costs one-half of what the Macedonian costs. In other words, at current prices, we can exchange two European goods for one Macedonian good.
The real exchange rate is related to net exports. When the real exchange rate is lower, domestic goods are less expensive relative to foreign goods, and net exports are greater, but when the real exchange rate is higher, domestic goods are more expensive to foreign goods, and net exports are lesser.
ominal exchange rate and inflation
The nominal exchange rate depends on the real exchange rate and the price levels in the two countries. I n addition we present this statement with equation, where
If we take logs and differentiate previous equation: This would drive the price up in Belgrade and down in Skopje-thereby ensuring that prices are equalized in the two markets.
The law of one price applied to the international marketplace is called purchasing-power parity. It states that if international arbitrage is possible, then a dollar (or any other currency) must have the same purchasing power in every country. The argument goes as follows. If a denar could buy more corn domestically than abroad, there would be opportunities to profit by buying corn domestically and selling it abroad. Profit-seeking arbitrageurs would drive up the domestic price of corn relative to the foreign price. Similarly, if a denar could buy more corn abroad than domestically, the arbitrageurs would buy corn abroad and sell it domestically, driving down the domestic price relative to the foreign price. Thus, profitseeking by international arbitrageurs causes corn prices to be the same in all countries
Trade and Growth
The results of empirical investigation show that there is strong correlation between trade and growth. Especially, small developing counties such as Macedonia with small markets are forced to base its growth by promoting trade activities. But, on the other hand, these counties faced with problem of non competitiveness. Therefore, countries that aspire to growth in the long run, must do reconstruction of own industries and economy as a whole.
It is now widely accepted that growth prospects for developing countries are greatly enhanced through an outer-oriented trade regime and fairly uniform incentives (primarily through the exchange rate) for production across exporting and import-competing goods. It is generally believed that import substitution at a minimum outlived its usefulness and that liberalization of trade and payments is crucial for both industrialization and economic development.
Empirical overview of some variables of Central and Eastern European countries including Macedonia with a specific reference to Trade
The data we are going to use in our overview are gathered from official sources WB (WORLD BANK) 4 
GDPPPP
PPP GDP is gross domestic product converted to international dollars using purchasing power parity rates. An international dollar has the same purchasing power over GDP as the U.S. dollar has in the United States. GDP is the sum of gross value added by all resident producers in the economy plus any product taxes and minus any subsidies not included in the value of the products. It is calculated without making deductions for depreciation of fabricated assets or for depletion and degradation of natural resources. Data are in current international dollars.
PPP
Purchasing power parity conversion factor is the number of units of a country's currency required to buy the same amounts of goods and services in the domestic market as U.S. dollar would buy in the United States. This conversion factor is for GDP.
INF

Inflation, average consumer prices Index, 2000=100
GOVND
General government net debt(% of GDP) Net debt comprises the stock (at year-end) of all government gross liabilities (both to residents and nonresidents) minus all government assets (domestic as well as foreign). To avoid double counting, the data are based on a consolidated account (eliminating liabilities andassets between components of the government, such as budgetary units and social security funds).
General government should reflect a consolidated account of central government plus state, provincial, or local governments. Debt data are not always comparable across countries.
CAB-
Current account balance(% of GDP)-Current account balance is the sum of net exports of goods, services, net income, and net current transfers. Data are in current U.S. dollars.
UNEMUnemployment rate
ER-
Official exchange rate refers to the exchange rate determined by national authorities or to the rate determined in the legally sanctioned exchange market. It is calculated as an annual average based on monthly averages (local currency units relative to the U.S. dollar
IR
Real interest rate is the lending interest rate adjusted for inflation as measured by the GDP deflator.
TRADE
Trade is the sum of exports and imports of goods and services measured as a share of gross domestic product.
b) GDPG and Trade
GDPG is annual growth of GDP at constant market prices in constant 2000 US dollars. Next we are going to present ranking of countries based on their growth of GDP per capita. Because it is well established empirical relation of Growth of GDP per capita and Trade, we will scatter them in Mfit, to se interrelation between these two variables and also we will present correlation coefficient between the two variables. Trade is growth promoting; this notion is present in the economic theory since David Ricardo's theory of comparative advantages. Now, we will present the results from our sample of countries. Trade is the sum of exports and imports of goods and services measured as a share of gross domestic product. This correlation matrix shows positive correlation coefficient between Trade as percent of GDP for the sample of countries and Growth of GDP. Although, correlation coefficient is relatively small still it is positive which is consistent with apriori knowledge. 7 Data used for estimation of this correlation matrix are average values for the two variables for the all countries in sample.
In table 1.2 are presented country rankings in our sample on a basis of their annual GDP growth. Here we used average values for the period 1990-2011, so this are mean values of countries annual growth per capita. In the sample period only Serbia have negative mean value of economic growth. Macedonia is very low on the list 11-th place with 0, 5954 percentage of annual per capita growth for the period 1990-2011.
Estimated Correlation Matrix of Variables ***************************************************************** GDPG TRADE GDPG 1.0000 .014510 TRADE .014510 1.0000 **************************************************************** From the scatter plot it is evident that Croatia on average has highest GDP growth per capita in the last 22 years, while Estonia has highest Trade as percentage of GDP. Macedonia as it can be seen from the scatter with relation to these two variables is close to Lithuania and Latvia, Bosnia, and Hungary.
c) GDPPPP
PPP GDP is gross domestic product converted to international dollars using purchasing power parity rates. This is used for a comparison of living standards between the countries in our sample.
Scatter plot of Trade as % to GDP and GDP growth rate This correlation matrix shows that trade and GDP based on PPP are correlated with medium correlation of 0.52079, which is important that is positive.
d) PPP
Purchasing power parity conversion factor is the number of units of a country's currency required to buy the same amounts of goods and services in the domestic market as U.S. dollar would buy in the United States. This conversion factor is for GDP. Estimated Correlation Matrix of Variables ************************************************************ GDPPPPP TRADE GDPPPPP 1.0000 .52079 TRADE .52079 1.0000 ************************************************************ From the scatter bellow Hungary has highest PPP from the group of countries.
e) Official exchange rate (ER)
Official exchange rate refers to the exchange rate determined by national authorities or to the rate determined in the legally sanctioned exchange market. It is calculated as an annual average based on monthly averages (local currency units relative to the U.S. dollar Estimated Correlation Matrix of Variables ******************************************************************************* ER TRADE ER 1.0000 .095484 TRADE .095484 1.0000 *******************************************************************************
f) Inflation
Inflation, average consumer prices Index, 2000=100. Here first we will present a scatter of inflation and Trade as % of GDP.
From the scatter is evident that higher inflation is associated with lower trade openness, for example Romania has highest inflation rate from the countries in the sample while Estonia has highest Trade and one of the lowest average inflation. Macedonia is in the middle of this sample, but also with high values of trade percentage to GDP and double digit inflation. Estimated Correlation Matrix of Variables ********************************** ********************************** Estimated correlation matrix shows inverse (negative) relationship between trade as % for GDP and inflation measured by CPI, 2000=100.
g) Unemployment (UNEM)
Unemployment refers to the share of the labour force that is without work but available for and seeking employment. Next scatter presents average values of unemployment and Trade % GDP.
Countries in our sample are all small and open economies; Macedonia on average has highest unemployment .From the theory trade will help to promote lower unemployment.
Estimated Correlation Matrix of Variables **************************************** UNEM TRADE UNEM 1.0000 -.085455 TRADE -.085455 1.0000 ***************************************** Estimated correlation matrix shows negative correlation between Unemployment and trade.
h) Current Account Balance
Current account balance (% of GDP) -Current account balance is the sum of net exports of goods, services, net income, and net current transfers. Data are in current U.S. dollars.
In economics, the current account is one of the two primary components of the balance of payments, the other being the capital account. The current account is the sum of the balance of trade (exports minus imports of goods and services), net factor income (such as interest and dividends) and net transfer payments (such as foreign aid).All of the central and eastern
European countries in the sample have Current account deficit which implies that countries are net capital importers, foreign aid is also part of current account Montenegro has highest deficit in current account, Macedonia in this category is similar with Latvia and Lithuania . Estimated Correlation Matrix of Variables **************************************** **************************************** Estimated correlation matrix shows positive relationship between Current account balance % of GDP and Trade % GDP.
i) Real interest rate (IR)
Real interest rate is the lending interest rate adjusted for inflation as measured by the GDP deflator. Macedonia in this period of 22 years has highest real interest rates .From the scatter we can see that Relationship between Real interest rate and trade is U-shaped which implies inverse relationship (this can be spotted from the estimated correlation matrix). Estimated Correlation Matrix of Variables ********************************** IR TRADE IR 1.0000 -.053558 TRADE -.053558 1.0000 *********************************
j) General government net debt % GDP (GNDP)
Net debt comprises the stock (at year-end) of all government gross liabilities (both to residents and non-residents) minus all government assets (domestic as well as foreign).
From the previous scatter Government net debt % GDP on Trade % GDP, Serbia has highest government net debt, Macedonia has same government net debt as with Bosnia Estonia has little less than zero government net debt, also form this scatter it is evident negative relationship between trade and government net debt (at lower level of trade as % to GDP, debt is higher, or lower otherwise.) Estimated Correlation Matrix of Variables ****************************************** GOVND TRADE GOVND 1.0000 -.59774 TRADE -.59774 1.0000 ************************************
Regression analysis
Simple linear regression models will be estimated for the whole sample of countries and data will be reported in one This econometric specification gives ambiguous results, due to a lack of quality data about these countries. Montenegro was left over from the regression analysis since it doesn't have its own data before 2006. Functional form in all of the models was correctly specified except in the case of BIH, Estonia, and Turkey. Explanatory power in all of the models was very high, except in the model for Turkey. F-stat was very significant, so the variables jointly significantly explain Trade as dependent variable, except in the models for BIH, Estonia, and
Turkey
Conclusion
This empirical review tried to explain relationship between trade % GDP and other important variables in International macroeconomics. Trade as it is also in our paper is correlated with Exchange rate, current account balance as % GDP, unemployment, inflation, fiscal policies
